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The United States today is becoming _~ss competitive 
in the world, due in large measure to short-term thinking, perverse 
incentives for saving and investing, and an absence of global 
thinking. Six issues demand high priority in order to change this 
situation: saving and investment, education and training, technology, 
corporate governance and financial markets, health care costs, and 
trade policy* Specific proposals for addressing each of these issues 
are as follows: (1) the United States must establish a serious 
competitiveness strategy through both sector-specific and generic 
policies; and (2) the President should include a Competitiveness 
Impact Statement with each recommendation or report on legislation 
that is submitted to Congress, and these statements must be fully 
considered when legislation is passed. The Competitiveness Policy 
Council is establishing eight subcouncils on capital formation, 
education, training, public infrastructure, corporate governance and 
training; technology; corporate governance and financial markets; 
health care costs; and trade policy. Specified proposals for 
addressing financial markets, trade policy, manufacturing, and 
critical technologies to focus on developing strategies in each of 
these areas. Leadership from all sectors of the society is essential 
to galvanize public support for reform. (Contains 24 figures and 22 
references.) (KC) 
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March 1,1992 



^Honorable George Bush 
President of the United States 
The White House 
Washington, D.G 20500 



Dear Mr. President: 

The Competitiveness Policy Council is pleased to deliver its First Annual Report to the 
President and the Congress. This Report represents a consensus of the Council's members. 
We unanimously agree that there is much that should and can be done to build a more 
competitive America. Our main purpose is to bring consideration of the country's long-term 
economic problems into the mainstream of public debate and policy action. 

In an effort to do so, this Report evaluates the competitive strengths and weaknesses of 
the US economy, offers a diagnosis of its main problems, and makes several immediate 
recommendations, It then outlines the Council's extensive work program and process for 
developing more comprehensive proposals during the coming year, including the creation of 
Subcouncils— as authorized by our legislation— to develop in-depth analyses of eight priority 
areas of concern. As with all such reports, every member does not of course necessarily 
agree with every word that is included in its text. 

The Competitiveness Policy Council is a 12-member federal advisory committee. One 
third of our members were appointed by President Bush, one-third by the Speaker and 
Minority Leader of the US House of Representatives acting jointly, and one-third by the 
Majority and Minority Leaders of the US Senate acting jointly. The Omnibus Trade and 
Competitiveness Act of 1988 (P.L. 100-418), as amended by the Customs and Trade Act of 
1990 (RL. 101-382), created the Council "to develop recommendations for national 
strategies and on specific policies intended to enhance the productivity and international 
competitiveness of United States industries." 
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llfflA is quadripartite — divided equally among business, labor government 

(Federal and state) and tue public. The members participate as individuals and do not necessarily 
represent the views of their respective institutions in the work of the Council. One of our mem- 
bers, SaS^Ay of Commerce Robert A. Alosbachen resigned from the Council on January 1 5 

^ j^foen^^left the Government) before the preparation of this Report. A replacement for Secretary 7 
Mosbacher on the Council has not yet been named by the President 

Appointment of the membership of the Council was completed in the spring of 1991, 
Secretary Mosbachei convened its first meeting on June 21, 1991 , 1 was elected Chairman at that 
time. From September 1991 through February 1992, the Council held all -day sessions on a 
monthly basis. We have consulted actively with a large number of interested members of both the 
Administration and Congress throughout this period. 

We look forward to discussing the findings and recommendations of this Report widely 
throughout the United States, as we all seek to build a more competitive nation. We hope that our 
Report, and our subsequent efforts as outlined in it, will make a useful contribution to this effort. 



Sincerely, 




C. Fred Bergsien 
Chairman 



Enclosure 

NOTE: Identical letters were sent to Dan Quayle, President of the Senate and Thomas S. 
Foley, Speaker of the House of Representatives, 
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e New Challenge to America 



The United States has won the Cold War. Our econ- 
omy has created forty million new jobs over the past 
two de :ades. By most measures, the United States 
maintains the highest living standards and levels of produc- 
tivity in the world. 

But America's economic competitiveness — defined as our 
ability to produce goods and services that meet the test of 
international markets while our citizens earn a standard of 
living that is both rising and sustainable over the long run — 
is eroding slowly but steadily, The average real wage is lower 
today than twenty years ago (Figure 1). Aggregate productiv- 
ity has grown by only 1 percent annually for over a decade, 
We are running the world's largest trade deficits. Much of the 
economic growth of the 1980s was financed by borrowing 
from our own future, both at home and from the rest of the 
world. 

On present policies and performance, the United States is 
condemned to slower growth than the other main industrial 
countries for the foreseeable future. The current recession 
may turn out to be the longest in the postwar period and is a 
manifestation of longer term problems that have been build- 
ing for over two decades. The debt buildup, in both 
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public and private sectors, severely 
limits the scope for effective policy 
responses. 

We live today in a global economy. 
The share of trade in our gross national 
product (GNP) has doubled in the last 
two decades (Figure 2). Our perfor- 
mance relative to other countries, not 



just relative to that of the United States 
itself in preceding years, has become a 
central element of American competi- 
tiveness. It is crirically important in 
determining both the level of employ- 
ment and quality of American jobs. 

Hence the deterioration in America's 
international economic position represents 
dramatic evidence of our relative competi- 
tive decline. Our trade deficits over the 
last decade totaled SI trillion (Figure 3). 
We entered the 1980s as the world's 
largest creditor nation but exited the 
decade as the world's largest debtor nation 
(Figure 4). Per capita income in America 
has slipped below a number of other 
countries (see box on page 4). Our nation- 
al saving rate is now the lowest of virtually 
any major industrial country and is less 
than half that of Japan (Figure 14 on page 
1 8). Our investment rate is also less than 
half that of Japan and below all our other 
major competitors (Figure 15 on page \% 

In addition, the level of non-defense 
research in the United States has failed 



What Is Competitiveness? 

The Council's definition focuses on four criteria. First, US goods and services 
should be of comparable quality and price to those produced abroad. Second, the 
sale ot these goods and services should generate sufficient US economic growth to 
increase the incomes of alt Americans. Third, investment in the labor and capital 
necessary to produce these goods and services should be financed through nation* 
al savings so that the nation does not continue to run up large amounts of debt as 
in the 1980s. Fourth, to remain competitive over the long run, the nation should 
make adequate provisions to meet all these tests on a continuing basis. 



to keep up with other countries (Figure 
5). US companies no longer lead in 
paten cs granted in the United States 
itself. Our students rank among the low- 
est on standardized international tests 
(Figures 18 and 19 on page 21); only 5 
percent of our high school seniors are 
prepared to do college-level math, 
according to the National Assessment of 
Educational Progress. The United 
States has by for the world's most expen- 
sive health care system, adding substan- 
tially to the costs of our products, while 
we are virtually the only industrial coun- 
try without comprehensive health care 
for its citizens (Figure 22 on page 24). 

Our international slippage is especi- 
ally dramatic with respect to Japan. With 
only half as many people as America, 
Japan has invested more capital in its 
future productivity than we have — in 

Figure 2 

The Increasing Globalization 
of the US Economy 
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absolute amounts — for the past three years. 
It has been spending more, relative to the 
size of its economy, on civilian research 
and development And Japan has overtak- 
en US industry in a number of key sectors. 

The Japanese challenge emphasizes a 
key element of the slippage of American 
competitiveness: the composition of our 
economic output. Competitive econ- 
omies must succeed at the frontiers of 
manufacturing and technology. Manu- 
facturing generates far higher productiv- 
ity gains than services. It accounts for 
almost 80 percent of our international 
trade. Hence manufacturing is of critical 
importance to American competitive- 
ness. Yet we have already ceded leader- 
ship to other countries in si number of 
cutting-edge sectors and are now experi- 
encing unprecedented challenges in a 



wide range of emerging technologies. 

Some of this "American decline" 
reflects a natural catchup by other coun- 
tries after the devastation they suffered in 
the Second World War— whether defeat- 
ed (fapan, Germany, Italy) or victorious 
(the United Kingdom, France and others). 
However, as noted already* there are a 
number of disquieting signs that the 
United States has experienced deteriora- 
tion in the performance of its own eco- 
nomy over the past two decades or so. 
This deterioration, which would be worri- 
some enough when viewed simply in the 
domestic context becomes of even greater 
concern when compared with the contin- 
uing impressive gains of many other 
nations and America's sharply increased 
interdependence with the rest of the 
world. The United States benefits from 
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Each country of course calculates its national income, totai and per capita, in its own currency— the United States in dollars, 
Japan in yen and so on. International income comparisons thus require conversion into a standard unit, usually dollars. Two 
very different exchange rates can be used in such conversions and we display both because they can present very different pic- 
tures. 

Market exchange rates measure the relative international buying power of a dollar or yen on any given day. Market rates pro- 
vide a good indication of the relative position of those sectors of an economy which are exposed to external competition, notably 
goods and services that are traded across borders and international financial flows. (Large surpluses and deficits in national bal- 
ance of payments positions will result if exchange rates do not accurately reflect these classes of transactions.) 

Sizable portions of most economies do not engage in international activity, however. Hence economists estimate purchasing 
power parities (???) by comparing the costs in different countries of buying specified quantities of similar goods and services in 
numerous expenditure categories including nontradeables. Purchasing power parities are thus a good measure of relative living 
standards among nations. 

Japanese per capita income is considerably higher than that of the United States when market exchange rates are the basis of 
comparison (Figure 6). This is because of the high level and rapid growth of productivity in much of Japan's manufacturing sec- 
tor, which produced the country's (arge trade surpluses in the 1960s and early 1990s, and the lags in US competitiveness in many 
of these same sectors as described in this report. On a PPP basis, however, per capita income in the United States is still consid- 
erably higher because of the superior quality of our housing, distribution system and other nontradeable sectors that represent a 
sizable element in the market basket of consumers in both countries (Figure 7). 
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^economic pffig^ps abroad as long as 
ltstwTi^M^y is functioning compe- 
titively and as long as international 
economic arrangements permit it to par- 
ticipate folly in the advances of other 
countries. If America fails to have its own 
house in order, or if other countries block 
its participation, steady improvements 
elsewhere can hurt rather than help our 
standard of living. 

America s competitiveness problem 
has an important foreign policy, and even 
national security, as well as economic, 
dimension. The United States has been 
the world s leader in many senses for 
over half a century: in winning the 
Second World War and the Cold War, in 
demonstrating the virtues of democracy 
and pluralism, in espousing the princi- 
ples of market economic. Yet the United 
States will not be able to maintain a 
leading role, nor perhaps even be in a 
position to influence world events 
substantially, if we continue to slide eco- 
nomically. Americas future will increas- 
ingly depend on our economic prowess 
rather than our military capability. 

To an extent far greater than ever 
before, foreign policy and national 
security in the 1990s and beyond will 
begin at home. The United States will 
have neither the resources nor the mora! 
authority to he a world leader unless we 
meet the challenge of improving our 
competitive position dramatically. The 
world will be both more dangerous anil 
less prosperous if we fail to do so. 



There is plenty of blame to go 
around, over an extended period of 
rime, for the decline in America s rela- 
tive competitive position. The issue 
now is whether the country as a whole 
can come to understand the fundamen- 
tal seriousness of the problem, devise 
remedies that will effectively meet the 
challenge, and create and sustain a 
domestic political consensus to do so. 

The purpose of the Competitiveness 
Policy Council, as mandated by the 
Congress in the Omnibus Trade and 
Competitiveness Act of 1 988, is to help 
develop an action plan to restore 
Americas competitiveness, and to far- 
ther popular understanding and greater 
awareness by our public officials of the 
problem and what we as a nation can do 
about it. The Council is a unique hody 
with equal representation from busi- 
ness, government, labor and *lie public 
interest. Its twelve member were 
appointed equally by the President, the 
bipartisan leadership of the Senate and 
the bipartisan leadership of the House 
of Representatives. The Council has 
been at w ork since June 1 991 and this 
report represents its first effort w con- 
tribute to the national debate. 

There have been numerous previous 
reports on the competitiveness problem 
and we do not intend to replicate their 
analyses at great length. Indeed, * c 
could not hope to have devised • *:om- 
prehensive strategy on such a com pie* 
topic in such a short period. In this first 



We believe that 
the erosion of 
competitiveness is a 
serious problem for 
this nation — one of 
the most severe that 
it faces as it prepares 
to enter the 21st 
century. 
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iiial report, w&rf^rnre intend to do 

highlight the seriousness of the issue; 

analyze the central underlying causes 
of America's competitiveness prob- 
lems; 

outline possible courses of action for 
addressing these causes, without firm 
recommendation at this point, in an 
effort to stimulate national debate; 

emphasize that measures put forward 
to deal with the present economic 
slowdown will be far more effective 
if rhey are part of a program to 
address the fundamental problems 
of the economy; 

I make specific proposals for enhanc- 
ing the importance of competitive- 
ness in the hierarchy of national 
policy concerns; and 

I launch a process, including the cre- 
ation ofSubcouncils as authorized by 
our legislation, to probe deeply into 
some of the most critical aspects of 
the competitiveness problem. These 
Subcouncils will help the Council 
devise a comprehensive strategy for 
submission to the President and 
Congress by January 1993. 



Recent Studies on US Competitiveness 

Hundreds of books, articles and reports have been written on competitiveness 
and related issues over the past decade. The following are some examples: 

Bergsten. C. Fred (1988). America in the Worid Economy: A Strategy for the 1990s. Washington. 

DC. Institute for International Economics, 
Business-Higher Education Forum (1983). America's Competitive Challenge: The Need for a 

National Response. Report to the President ol the United States. Washington, DC. 
Business Roundtable (1987). American Excellence in a World Economy. Washington. DC. 
Carnegie Commission on Science. Technology, and Government (1991). Technology and 

Economic Performance: Organizing the Executive Branch for a Stronger National Technology. 

Washington, DC. 

Choate, Pat and J.K. Linger (1986). The High-Flex Society: Shaping America's Economic Future. 
New York, NY: Alfred A. Knopf. 

Cohen. Stephen S. and John Zysman (1988). Manufacturing Matters: The Myth of the Post- 
Industrial Economy. New York. NY: Basic Books. 

Council on Competitiveness (1991). "Gaining New Ground: Technology Priorities for America's 
Future." Washington, DC. 

Dertouzos, Michael L. Richard K. Lester, Robert M. Solow, and the MIT Commission on Industrial 
Productivity (1989). Made in America — Regaining me Productive Edge. Cambridge, MA: The 
MIT Press. 

Lawrence. Robert (1985). Can America Compete? Washington, DC: The Brookings Institution. 
National Advisory Committee on Semiconductors (1992). Attaining Preeminence in Semicon- 
ductors. Washington, DC: U.S. Government Printing Office. 
National Committee on Excellence in Education (1983). A Nation at Risk: The Imperative for 

Education Reform, A Report to the National Committee on Excellence in Education and the 

Secretary of Education. Washington, DC. 
National Productivity Advisory Committee (1983). Restoring Productivity Growth in America: A 

Challenge for the 1980s. A Report to the President of the United States and the Secretary of the 

Treasury. Washington. DC. 
Porter, Michael (1990). The Competitive Advantage of Nations. New York, NY: Free Press. 
President s Commission on Industrial Competitiveness (1985). Global Competition — The Atew 

Reality, Washington, DC: U.S. Government Printing Office. 
Reich, Robert (1991). The Work of Nations. New York, NY: Alfred A. Knopf. 
Scott, Bruce and George Lodge, eds. (1985). U S, Competitiveness in the World Economy. 

Boston. MA: Harvard Business School Press. 
US Congress, Office of Technology Assessment (1990). Making Things Better — Competing in 

Manufacturing. Washington, DC: U.S. Government Printing Office. 
US Congress. Office of Technology Assessment (1991). Competing Economies: America. Europe 

and the Pacific Rim. Washington, DC: U.S. Government Printing Office. 
US Department of Commerce (1987). "Improving U.S. Competitiveness." Proceedings ol a 

September 22 Conference. Washington, DC. 
White House Conference on Productivity (1 984). Productivity Growth: A Better Life for America. A 

Report to the President of the United States, Washington, DC. 
wornack. James, Daniel Jones and Oaniel Roos (1990). The Machine That Changed The Worid. 

New York, NY: Maxwell Macmillan International. 
Young. John A. (1985). "Global Competition: The New Reality." California Management fleweiv. 

Volume 27. Number 3, Spring 
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ng the Problem 



America's competitive problem reflects slow erosion 
rather than sudden crisis. The problem has developed 
L over decades and will take many years to correct. 
There is no Pearl Harbor or Sputnik to galvanize the nation 
into action. The Council believes that, in spite of broad public 
awareness of the nature of the problem, this lack of alarm and 
drama is a major reason why the United States, as a nation, has 
notpt developed and launched an effective response. 

Pluralistic democratic societies such as ours — and perhaps 
especially ours — are not adept at responding to "termites in 
the woodwork." Our national leadership has yet to acknowl- 
edge the scope or seriousness of the challenge. The United 
States has yet to develop a coherent, comprehensive, long-run 
competitiveness strategy. Our leadership must inspire all 
Americans to recognize the economic challenge and respond 
accordingly, mobilizing widespread participation throughout 
the nation over a sustained period of time. 

In addition, some Americans seem to believe that American 
resources and institutions are inherently the best in the world. 
This view may have been accurate at one time but is now in 
doubt in some key areas. Excessive confidence in our competi- 
tiveness is another barrier to effective national response that 
must be overcome. 
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fen difficult 
splex causality that 
underlies the relative American decline. 
There is no single source of difficulty 
nor a single prescribed response. 
Improving America's competitiveness 
will require simultaneous change in a 
number of areas, sue of which our 
Council has initially identified as most 
salient: saving and investment, educa- 
tion and training, technology, corporate 
governance and financial markets, 
health care costs and trade. Each of 
these in turn subdivides into a number 
of important components. (Other fac- 
tors, such as lagging productivity in the 
services sector and antitrust polity, are 
also important; the Council plans to 
address them in the future.) 

To add to the complexity, there is 
clearly a good deal of good news. The 
growth of productivity in American 
manufacturing has been substantial in 
the 1980s— faster than in d\c 1960s and 
1970s, and fester than in most other 
industrial countries except for Japan 
(and even there the gap was cut sharply 
from the previous two decades) (Figure 
8), Inflation has declined sharply 

The trade deficit has fallen by about 
$100 billion from its peak in 1987. The 
continuing trade improvement provided 
half of our economic growth in 1990 
and halved the severity of the recession 
in 1991, The United States has regained 
much of the share of OECD exports of 
manufactured eoods that it lost in the 



Figure 8 

Manufacturing Productivity Growth: 
Output Per Hour 
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1980s (Figure 9)* Many Europeans and 
others abroad cite fear of American (as 
well as Japanese) competitiveness as 
motivation for improving- their own 
performance. 

It is clear that a substantial number 
of American companies, and millions of 
American workers, have risen to the 
challenge of the modern world econo- 
my. Our aerospace, biotechnology, 
computer, pharr iceutical, telecommu- 
nications equipment and many other 
industries are leading the world. The 
Council is encouraged by this prog- 
ress — achieved mainly by American 
companies and their workers. 

The Council also believes that gov- 
ernment has the responsibility to pro- 
vide a polia* environment that supports 
and promotes a competitive America. 



Therefore we are also encouraged that 
the Federal government has recently 
instituted several programs that begin to 
deal with the issues we emphasize in this 
report. jMost state governments have 
adopted their own industrial programs. 

But the United States has to an 
important extent been living off the vast 
stock of capital — physical and human— 
amassed over the second century of its 
national existence (from roughly the 
Civil War to the close of the Second 
World War). Prior to 1940, America** 
saving and investment rates were among 
the highest in the world — and consider- 
ably higher than Japan's (Figure 10). 
Our education system was second to 
none. In the interwar years, American 
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leadership in manufacturing Technol- 
ogy — dominated by the key industries 
of the day such as steel and automo- 
biles — was clear. 

After World War II, however, much 
of the rest of the world made steady 
and spectacular progress while the 
United States improved its position 
much more slowly. The saving rates of 
many countries jumped sharply, dou- 
bling or more in some cases, while ours 
remained constant and subsequently 
fell. Other countries maintained or 
improved their educational standards 
while ours slipped badly. Their govern- 
ments consciously implemented com- 
petitiveness strategies, seeking to catch 



up in manufacturing prowess and tech- 
nology, while ours focused on other 
goals. 

To an important extent, the United 
States was the victim of its own success. 
Our inherently temporary domination 
of the world economy created a sense of 
complacency in our companies, our 
workers and our governments. We 
ignored the possibility that the normal 
recovery of the vanquished and devast- 
ated could turn — in three or four 
decades — into a severe competitive 
challenge for America. 

Our Council does not view the 
elements of good news, and America s 
stellar record in the past, as justification 



America's competitive 
problem reflects slow 
erosion rather than 
sudden crisis. . . 
Pluralistic democratic 
societies such as ours— 
and perhaps especially 
ours— are not adept 
at responding to 
iC termites in the 
woodwork." 
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any sense o|^m£racency. Rather 
^f||P<|t tfife erosion of competi- 
tiveness is a serious problem for this 
nation — one of the most severe that it 
faces as it prepares to enter the twenty- 
first century. 

But our Council is encouraged by 
the country^ recent progress in several 
key spheres, the rich heritage of its past, 
the ability of its people to respond to 
adversity— especially when inspired by 
their leaders— its wealth of underlying 
human and physical resources, and the 
large number of its private and public 
institutions that have demonstrated 
considerable capacity for effective 
response. We believe these indicators 
reaffirm the ability of the United States 
to respond effectively to this newest 
challenge — though such a response can 
emerge only when the country develops 
a plan of action and mobilizes political- 
ly to implement that plan. We also note 
that some of our chief competitors 
across the Atlantic were recently suffer- 
ing from so-called "Eurosclerosis" and 
"Europessimism" but, in less than a 
decade, have come again to be widely 
viewed as a dynamic source of world 
economic growth (despite their current 
slowdown) and a magnet for interna- 
tional investment, 

We also emphasize that relatively 
modest improvements in performance 
can have dramatic long-term effects. 
For example, had we maintained our 
productivity growth at the 1948-7} 



average of 2.5 percent annually from 
1973 through 1990, instead of letting it 
drop to 0.8 percent, we would have 
raised the median family income in 
1990 from $35,000 to $47,000— an 
improvement of over one third. We can 
eliminate the trade deficit and halt the 
buildup of our foreign debt by export- 
ing just 1-2 percent more of our annual 
output. 



The Underlying 
Causes of America's 
Competitiveness Problem 

Many ills exist in America today 
that, directly and indirectly, 
adversely affect the nation's competi- 
tiveness. But we believe there are three 



Other Key Players: The Two Councils on Competitiveness 

There are two other groups working on competitiveness issues with names sim- 
ilar to the Competitiveness Policy Council. The President's Commission on Indus- 
trial Competitiveness was formed in 1983. Appointed by President Reagan, the 
group was comprised of 30 representatives from major US corporations, financial 
institutions and labor unions; academics; and government officials. The Chairman 
was John Young, President and CEO of Hewlett Packard. The Commission issued 
its report Global Competition: The New Reality \r\ 1985. 

One of the Commission's recommendations was for creation of a permanent or- 
ganization to monitor changes in US competitiveness and recommend policies to 
enhance it. This was done with the creation of the private sector Council on 
Competitiveness in 1986. The Council is comprised wholly of private sector repre- 
sentatives including industry, finance, labor, universities and research centers. 
Originally headed by John Young and now by George Fisher, CEO of Motorola, the 
Council produces analyses and reports on the nature of the problem and what can 
be done about it. 

In 1989 President Bush established the President's Council on Competitiveness. 
This group, chaired by Vice President Dan Quayie, is a governmental interagency 
committee comprised of Cabinet members and other heads of Federal agencies. 
The Council's four stated goals are: reducing regulatory burdens on free enterprise, 
developing human resources, bringing science to market and improving access to 
capital. 

Our Competitiveness Policy Council includes federal and state officials as well as 
members from the private sector. It is an independent federal advisory committee 
created by act of Congress, reporting to both the President and Congress. It is thus 
quite different from either of the already existing Councils on Competitiveness. 
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Short-termism 

The first, and perhaps most fundamental, 
problem is America's proclivity to think 
and act with a short-term horizon. By 
contrast, our competitors around the 
world plan and execute their actions 
against far more extended time horizons. 
These contrasts can be seen at the corpo- 
rate, individual and governmental levels. 

According to a recent survey of over 
200 corporate managers by the Time 
Horizons Project of the Harvard 
Business School, conducted for the pri- 
vate sector Council on Competitiveness, 
"US managers believe that their firms 
have systematically shorter time hori- 
zons than do their major competitors in 
Europe and (especially) Asia" — though 
these time horizons are longer today 
than ten years ago. Our capital markets, 
traditionally viewed as one of America s 
greatest economic strengths, seem to 
demand constant attention to quarterly 
profits. The volatility of our economy; 
with much sharper fluctuations in both 
growth and inflation than our main 
competitors experience, makes it harder 
to plan for the long run (see box on 
page 12), Frequent changes in tax, trade 



and exchange-rate regimes add to this 
instability. 

In addition, a significant number of 
American companies have failed to 
recognize the changing nature of the 
manufacturing process which, if proper- 
ly addressed, could arm them with 
greater responsiveness to customers 
and more financial flexibility. Many 
American firms do not devote the rigor- 
ous attention to manufacturing excel- 
lence that is needed to build and 
maintain market share over time, to 
bring new products quickly to market 
and to continuously innovate the 
improvements needed to meet con- 
sumer demand. Product and process 
innovation, and dynamic responses to 
market changes, are crucial ingredients 
for a nation's competitiveness. There is 
clearly some progress in this area, but 
many American firms still fail to effec- 
tively commercialize new technologies 
even when those technologies are 
invented in the United States, 

American households also dwell 
largely in the short run. Their rate of 
saving is the lowest by far of any major 
country in the world (Figure 1 1), The 
result is far too little seed capital for 
investment in future growth. The slow 
growth that results then retards future 
incomes, both slowing the creation of 
new jobs and dampening saving (and 
consumption) still further in the future. 

To be sure, tar too many Americans 
live on incomes that are tcx> low to enable 



Three elements 
permeate our society 
and most directly hurt 
our competitive 
position: 

• short-termism 

• perverse incentives 

• absence of global 
thinking. 
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c Volatility and the Time Horizons of US Managers 



As u pa u rt of the private sector Council On Competitiveness' project on "Time 
Horizons of American Management/' Robert Lawrence of Harvard University studied 
the extent to which macroeconomic factors affect managerial time horizons. His 
work suggests that recent volatility in US economic growth, inflation, interest rates 
and the exchange rate of the national currency is greater than that experienced In 
Germany or Japan, and that this volatility contributes to shortening the time hori- 
zons of US managers. In addition: 

— US economic growth was slower than in Germany and Japan, leading US man- 
agers to invest less in long-range projects and to be less willing to maintain oper- 
ations in the face of possible setbacks; 

— although inflation fell in most industrialized countries in the 1980s, US inflation 
remained higher (as well as more variable) than in Germany or Japan; 

— real long-term interest rates were high in all three countries during the 1980s, 
but they were higher and most volatile in the United States; and 

— the dollar was substantially overvalued in trade competitiveness terms during the 
first half of the 1980s, and fluctuated more than the DM or yen. 
Macroeconomic shortcomings and volatility thus clearly play an important role in 

America's competitiveness problem. 



them to save at all — especially in the pre- 
sent economic circumstances. Indeed, in a 
period of declining real incomes many 
Americans have to draw down their 
savings r or go even deeper into debt, to 
maintain their standard of living. 

But it is crucial to recognize that 
increasing the share of saving in national 
income, which requires reducing the 
shar? of consumption in the short run, 
will subsequently lead to a higher level of 
consumption for everyone. Income and 
hence total consumption are lagging 
because of the slow growth in total pro- 
ductivity, which in turn is due impor- 
tantly to the low level of investment and 
supportive national saving. Increasing 



the share of saving is thus essential to 
raise the level of consumption. American 
households' low propensity to save has 
the effect of reducing their standard of 
' living and ability to consume over time. 
Conversely, if they save more as their 
incomes rise, they will be able to achieve 
and sustain higher levels of income and 
consumption in the future. 

The Federal government — executive 
and legislative branches alike — is per- 
haps most guilt)- of excessive short-term 
emphasis. Its huge and persistent budget 
deficits (Figure 1 2) exhibit a shocking 
lack of discipline and concern for the 
future, creating a massive national debt 
that must be serviced if not repaid by 



future generations. That debt is now- 
approaching $4 trillion, or about 
$50,000 for every American family. 
Productive private investment is 
crowded out and huge sums must be 
borrowed from abroad, adding further 
to America's status as the world's largest 
debtor nation. 

The emphasis on the present and dis- 
regard for the future has been reveaitd 
most clearly in the buildup of massive 
debts over the past decade. In the face 
of high real interest rates and new tax 
incentives, which should have induced 
more saving, every sector in America 
spent more and promised to pay later. 
Short-termism reached new heights. 

Competitive performance requires 
that incomes be earned and not bor- 
rowed. While borrowing, like foreign 
direct investment, can be a legitimate 
source of capital, it must go into invest- 
ment and not consumption if it is to be a 
source of future growth. Nations, like 
individuals, cannot indefinitely borrow 
for consumption. However, nations can 
go on borrowing for much longer peri- 
ods and thus shift the cost of today's con- 
sumption onto future generations in ways 
that most families would reject as unfair 
to their children and grandchildren. 

US competitiveness requires an end to 
the debt-financed consumption, both 
public and private, which has character- 
ized the past decade. Aggregate nonfinan- 
cial debt, which now stands at about 190 
percent of GNR has soared far alxwe its 
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"normaP peacetime range of 1 35-145 
percent of GKP (Figure 1 3). Our debt 
has grown much faster over the past 
decade than it did to finance the Second 
World War. A return to more normal 
levels of debt would require substantial 
changes in the practices of government, 
business and households. 



Perverse Incentives 

A second fundamental problem, which 
helps to explain the emphasis on imme- 
diate gratification, is the series of 
perverse incentives that permeates 
American society. Oor ta<\ laws penalize 



Many American 
managers have failed 
to devote the rigorous 
attention to 
manitfacturing 
excellence that is 
needed to build and 
maintain market 
share over time, to 
bring new products 
quickly to market and 
to continuously 
innovate the 
improvements needed 
to meet consumer 
demand. 
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saving, provide little inducement for 
investment, indeed tilt investment away 
from productive capital equipment, and 
favor consumption and debt. Our politi- 
cians are rewarded for spending more 
and cutting taxes rather than for prudent 
fiscal policies. They can let their succes- 
sors pay off the tax-free bonds used to 
finance new projects rather than spend 
current money on unglamorous infra- 
structure maintenance, 

Similarly, our education system offers 
few incentives for good performance as 
many colleges compete for students, 
whatever their high school records, and 
potential employers ignore those records 
as well Our health care system provides 
inadequate mechanisms to induce cost 
containment. There is inadequate link- 
age between the long-term performance 
of our corporations and the compensa- 
tion of their managers or their hoards of 



directors. There are sizable gaps between 
the incomes of managers and workers. 

These perverse incentives have 
become worse in recent years. The 1981 
tax legislation created huge preferences 
for investment in commercial real estate 
as opposed to manufacturing. The 1986 
tax legislation, while doing away with 
those particular preferences and elimi- 
nating a number of undesirable tax 
loopholes, also eliminated most of the 
incentives intended to increase saving 
and investment that had previously 
existed in the tax code. (It did eliminate 
some subsidies to consumption but it 
left untouched some of the most 
extensive ones.) 

The wave of corporate mergers and 
acquisitions in the 1980s, many of them 
hostile, intensified the pressures on cor- 
porate America to produce immediate 
returns to shareholders. Many colleges, 



responding to the dual pressures of 
maintaining enrollment in the face of 
declines in the traditional college-age 
population and of expanding access to 
higher education, loweted their stan- 
dards for admission and retention — 
thereby reducing incentives for students 
to take rigorous courses and work hard 
in secondary school. Health care costs 
have absorbed rising and unprecedented 
shares of national output. 



Globalization 

The third key problem is America's fail- 
ure to think globally. The share of trade 
in our economy has doubled in the last 
twenty years. The United States is now 
as dependent on trade as is japan or the 
European Community as a single entity. 
One fifth of our corporations 1 profits 
derive from their international activities. 
One in six jobs in manufacturing relies 
on exports. Almost 25 percent of all 
agricultural output is sold abroad. Our 
prosperity depends to a considerable 
degree on whether we can compete 
effectively in the world market— includ- 
ing of course within the United States 
itself against competition from abroad. 

Many American fi-ms are already 
heavily engaged in international com- 
merce. But only 3 percent arc directly 
active in more than five countries; 15 
percent of American firms account for 
the vast majority of our exports. Much 
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Aicularly 
•r^jieh the costs 
of enterifl|^Feign markets are 
formidable* has yet to respond to the 
global nature of today's economy. Even 
some firms that have internationalized 
sometimes feel they must take the route 
of investing abroad rather than compet- 
ing in foreign markets from their 
American base, even though the latter 
would provide greater rewards for the 
US economy. 

The Federal government has fre- 
quently ignored the consequences for 
the American economy of the external 
effects of its policies. For example, the 
huge budget deficits and high interest 
rates of the early 1980s strengthened 
the exchange rate of the dollar so much 
that numerous American industries and 
agriculture were decimated. There have 
been few efforts to adapt American 
policy to practices abroad. The United 
States takes no systematic view of the 
composition of its economy, except with 
respect to military production, while 
many other nations emphasize structure 
as well as aggregate outcomes. 

These tendencies continue to exist to 
a dismaying degree. Each year's budget 
debate ignores the continuing and rapid 
buildup of external debt which increas- 
ingly places the fate of our economy in 
the hands of others. The tax laws of 
both 1981 and 1986, as noted, ignored 
their impact on the country's interna- 
tional position. Ami trust policy should 



consider both global and domestic con- 
sequences in determining whether to 
permit corporate mergers. Myriad poli- 
cies and practices of our own govern- 
ment block annual exports worth tens of 
billions of dollars. We have unilaterally 
disarmed our export credit facilities 
while the competition expanded theirs. 

In the globalized economy of the 
1 990s and beyond, the United States 
must consider the impact of all new pro- 
grams on its competitive position. We 
cannot ignore the ''external 11 impact of 
our "internal 1 ' actions— indeed the two 
are now so indistinguishable that the 
terms lose much of their meaning. 
American corporations, workers, gov- 
ernments and the public must realize 
that the competition is global and that 
.American competitiveness can be effec- 
tively sustained only if they respond to 
that reality. 

At the international level, the United 
States has been slow to recognize that 
the ascendance to global economic 
power of Europe and Japan will require 
new forms of collective leadership to 
maintain a world economy that contin- 
ues to be both open and globally ori- 
ented—rather than divided into 
restrictive and hostile blocs. The United 
States has also been slow to seek inter- 
national harmonization in key policy 
areas, such as taxation and antitrust, that 
would limit the damage to the US 
economy of significant policy differ- 
ences among the major countries. 



The Federal 
goveinmetit — 
executive and 
legislative branches 
alike — is perhaps most 
guilty of excessive 
short-term emphasis. 
Its huge and persistent 
budget deficits exhibit 
a shocking lack of 
discipline and concern 
for ihefature, creating 
a massive national 
debt that must be 
serviced if not repaid 
by future generations- 
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he Competitiveness Policy Council identified six 
specific issues as deserving priority attention in the 
first stage of its work: 

■ saving and investment 

■ education and training 

■ technology 

■ corporate governance and 
financial markets 

■ health care costs 

■ trade policy 

We do not by any means view this as an exhaustive list 
of America's competitiveness challenges. Indeed, we plan to 
address a series of additional issues, such as lagging pro- 
ductivity in the services sector and antitrust policy, in our 
future work. 

In addition, although use of the courts is obviously legiti- 
mate and essential to redress individual grievances and to deal 
with a wide range of issues, especially those relating to safety 
and health, we believe that excessive litigation is generating 
sizable costs for the American economv aud should be 



CO 





ye pve identified are 



among the most important components 
of the problem and should be addressed 
urgently. 



Saving and Investment 

America's low levels of saving and 
investment are clearly a major 
problem. Competitiveness is largely 
determined by national productivity. 
Productivity in turn depends on the 
stock and growth of physical capital, 
investment— along with human capital, 
which relates directly to educational 
attainment and training, and technology 
which is driven critically by the ability 
of a society to innovate and respond 
dynamically to market opportunities. 

Hence national investment is central. 
In turn, it is ultimately financed by 
national savings. Capital can be bor- 
rowed from abroad but only for a time 
and only with significant costs. National 
investment and saving are thus crucial 
for competitiveness. 

The United States has the lowest 
rates of saving and investment of any 
industrial country. Our national saving 
rate is less than half that of Japan and 
about two thirds that of Germany 
(Figure 14), Despite a barrage of tax 
measures in the early 1980s intended to 
increase both, and broadly favorable 
economic circumstances, the rate of sav- 



ing declined further over the past 
decade and investment failed to rise. 
Our goal, as in all areas, should be to 
achieve globally competitive standards 
for American performance — in this area, 
raising both the national saving and 
investment rates substantially by the end 
of this decade. 

Two particularly disturbing develop- 
ments occurred on this front in the 
1980s. On the saving side, the national 
rate had remained roughly constant over 
the previous century — for as long as 
statistics on the matter had been com- 
piled. Its composition would change at 
times but private saving would rise when 
public saving (the budget position) fell 
and vice versa. In the 1980s, however, 
both fell sharply. The result was a fur- 



ther substantial decline in America^ 
already inadequate wherewithal to 
finance internally even its already inade- 
quate previous level of investment. 

To augment this low rate of national 
saving, the United States has borrowed 
massively from the rest of the world— 
about $1 trillion— over the past ten 
years. This borrowing converted the 
country, as already noted, from the 
world's largest creditor to the worlds 
largest debtor. Such borrowing would 
have been acceptable, perhaps even 
desirable, had it been used for new 
investment to revitalize American plant 
and competitiveness— as was the case 
with the countn ? s large importation of 
capital in the latter part of the nine- 
teenth century. American investment, 
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however, never rose 3bove previous 
levels (and, on some measures, dropped 
below them). Americas investment rate 
remains less than half that of Japan and 
below all other major competitors 
(Figures 15 and 16). 

The foundation of any serious effort 
by the United States to improve its 
competitiveness must be a substantia] 
rise in the national levels of investment 



and saving. Whatever steps are taken to 
improve our educational system and 
technological prowess, resources to 
deploy those gains for lasting economic 
benefit will be available only if saving 
and investment rise substantially. The 
Council thus places the highest priority 
on these issues. 

Both saving and investment can be 
subdivided into their private and public 



The United States has 
the lowest rates of 
saving and investment 
of any industrial 
country. . . Our goal 
should be to raise both 
the national saving 
and investment rates 
substantially by the 
end of this decade. 
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Private and P 



saving 

PRIVATE 



SAVING Household 
Corporate 

Employer- provided pension plans 

INVESTMENT Commercial plant and equipment 

Nonresidential buildings including 
industrial, commercial, religious, 
educational, hospitals and other 
institutions 

Public utilities: railroads, telephone 
and telegraph, electric light and 
power, gas. petroleum pipelines 

Residential housing 



PUBLIC 

Federal budget 

State budgets 

Local government budgets 

Highways, streets and bridges 

Sewer and water systems 

Airports and seaports 

Military facilities 

Government residential and 
nonresidential buildings 



components. Policy measures can be 
addressed in all four dimensions: tax and 
other incentives to stimulate private sav- 
ing and induce private investment, bud- 
getary tightening to reduce public 
dissaving. Indeed, the Council believes 
that the Federal budget should be shift- 
ed into surplus in order to make a net 
contribution to national saving 

The Council has devoted particular 
attention to the fourth area, public 
investment — the state of the country's 
public infrastructure (see box on page 
22). There is considerable evidence that 
the sharp decline in attention to our 
stock of roads, bridges, airports, public 
buildings and other infrastructure over 
the past two decades correlates with, 
and may be an important cause of. the 



decline in national productivity. AYe will 
be working further on the proposition 
that increased and sustained govern- 
ment spending on infrastructure, pri- 
marily at the state and local levels, 
including through increased Federal 
funding for their activities, must be an 
essential part of any comprehensive 
strategy to restore American competi- 
tiveness. 

It may prove desirable to clearly dis- 
tinguish this component of public 
spending by creating a capital budget 
for the Federal government. Such bud- 
gets have long been maintained by vir- 
tually all other countries ;is well as by 
state governments in the United States. 
It will of course be essential to avoid 
usinu this device to circumvent budget 



discipline however, ami io avoid the 
wasteful "pork" that has sometimes 
characterized public spending programs 
of this type in the past. 



Education 

The Council believes that education 
reform is. another critical ingre- 
dient of any national comperitivenc 4 * 
strategy. A country is only ?.s competi 
tiveasits human resources. Japan, 
Korea and other East Asian countries 
that have created the most dramatic of 
the "economic miracles" in the postwar 
period have done so importantly on the 
strength of rapid improvement in the 
education of their workforces- 

By contrast, US educational perfor- 
mance — particularly in pre-kinder- 
garten and in K- 12— is inadequate In 
any conceivable standard, Our students' 
test scores have improved over the last 
decade but these gains no more than 
offset the decline of the previous 
decade (Figure I"). American students 
rank near the bottom on all recent 
international comparisons, which 
include a number of developing coun- 
tries as well as other industrial nations 
(Figures 1 H and The goal must lie 
a restoration of globally competitive 
performance by American students 
by 2000. 

Here too \\v subdivide the ismic int« » 
several categories. I'nman unplhiM*- 
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Math Proficiency Among 13 Year Olds, 1990-91 
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inadequate fa any 
conceivable standard, . . 
The goal must be a 
restoration of globally 
competitive performance 
by American students 
by 2000. 



Figure 19 

Science Proficiency Among 13 Year Olds, 1990-91 
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Figure 20 shows a sharp fall in net public infrastructure investment from a peak 
of just over 2 percent of GDP in 1959 to a little more than one percent in 1984. 
There has recently been a modest rebound. 

There is some debate as to the contribution of government investment in build- 
ing and maintaining roads and bridges and other infrastructure to improving the 
competitiveness ot the US economy- Most economists agree that such investment 
leads to an improvement in productivity although the actual magnitude is in dis- 
pute. At one end of the debate, David Aschauer of Bates College (and formerly of 
the Federal Reserve Bank of Chicago) argues that there is a "virtuous cycle" set in 
motion by infrastructure spending. Improvements in the infrastructure network 
raise the productivity of labor and the profitability of private plant and equipment. 
Higher profitability spurs private investment, which further boosts productivity. In 
all, Aschauer estimates that every additional dollar of public investment will boost 
private investment by approximately 45 cents— and that US productivity growth 
could have been 50 percent higher over the past two decades had we maintained 
the previous level of investment in public infrastructure. 

Others believe that these relationships are not nearly as strong. For instance. 
Charles Hulten of the University of Maryland and Henry Aaron of the Brookings 
Institution have obtained lower estimates of the importance of infrastructure spend- 
ing to economic growth and competitiveness. But Hulten and Aaron also agree that 
infrastructure investments carry the potential to improve Americas economic per- 
formance. 



Figure 20 

Total Government Capital Spending on Infrastructure as a Percent of GDP 
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should probably be directed at pre- 
kindergarten and K-12, where the 
overwhelming majority of the entire 
population gets its formal education. It 
is essential that these reforms focus 
simultaneously on raising student per- 
formance at all levels. Standards of 
achievement, and the incentives for 
meeting them, must be raised both for 
students who plan to go directly to col- 
lege and those who intend to go directly 
into the workforce. Another area is also 
crucial: periodic if not constant retrain- 
ing of adults, who must . hift jobs as a 
result of the continuing dynamics of the 
marketplace or upgrade their skills to 
remain effective in a given job whose 
requirements are rising steadily due to 
technological and other changes. 



Technology 

Technology is the third area to 
which the Council has attached 
priority. The problem is not primarily at 
the level of scientific invention, 'lb be 
sure, other countries are catching up to 
the United States on such indicators as 
patent filings (Figure 2 1 ) and Nobel 
Prize winners. We cannot be compla- 
cent on this front any more than on the 
others, or one key area of continuing 
American leadership could founder 
as well. 

The main problem at present, how- 
wen is in the relative! v mundane area of 
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manufacturing process, where techno- 
logical innovation is translated into 
commercial success — the "development^ 
in "research and development." Research, 
development, design and production, 
marketing and customer service are 
essential elements in a competitive man- 
ufacturing system. Neglect of any of 
these elements renders the system less 
efficient. No scientist, no researcher 
and no sales or service facility can oper- 
ate in an effective manner without com- 
munication and cooperation from all 
elements of the system. Good engineer- 
ing and design occur when engineering 
specialists benefit from input from those 
who implement the science and from 
those who use the technology. 

Moreover, management in many 
companies has foiled to draw effectively 
on its workforce tor ideas on how to 



improve the manufacturing process. 
Human resource development through 
greater cooperation between manage- 
ment and labor can play an important 
role in restoring the ability- of American 
enterprises to sustain profitability and 
higher real wages in the global market, 
Japanese and some European firms, and 
a growing number of US companies, 
have demonstrated that synergistic 
lahor-managernent relations can be an 
important source of productivity 
improvement and thus an important 
ingredient for increased competitiveness. 

The United States has substantially 
devalued the importance of excelling at 
the manufacturing process with the 
result that firms in other countries have ' 
frequently succeeded at commercializ- 
ing technologies invented in the United 
States— much as American firms, during 



Americans remain 
good starters while 
others have become 
better finishers > * * 
Our goal should be a 
rate of growth in 
manufacturing 
productivity in the 
1990s that equals vr 
exceeds Japan's and 
continues to exceed 
that of other industrial 
countries. 
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early decades rf^pc&nturv, 
e$&i$p ^^^e^aiizing technolo- 
gies invented in Europe. Americans 
remain good starters while others have 
become better finishers. 

Federal technology policy has con- 
tributed to this evolution by clinging to its 
traditional focus on scientific break- 
through rather than emphasizing com- 
mercial followthrough. Another key issue, 
which is both a cause of the problem and a 
symptom, is the decline in the number of 
engineers graduating from American uni- 
versities to a level below that of Japan on a 
per capita basis. Our goal should be a rate 
of growth in manufacturing productivity 
in the 1990s that equals or exceeds JapanY 
and continues (as in the 1980s) to exceed 
that of other industrial countries, 



Corporate Governance 
and Financial Markets 

Our fourth priority area is corporate 
governance. The Council believes 
that the responsibility for improving 
American productivity lies primarily with 
American industry and its workers and 
that industry's ahility to contribute effec- 
tively to a competitiveness strategy is 
thus of utmost importance. A nation s 
competitiveness ultimately rests on the 
quality* performance and cost of goods 
and senices produced wiihin its borders. 
This in turn places heavy emphasis on 
the nature and performance of the com- 



panies there (whatever the mix of domes- 
tic and foreign ownership). The environ- 
ment set for them by government polio- 
is of course critical to these outcomes, in 
the manners described above and below, 
but the fundamental achievement of 
national productivity is largely up to the 
firms. Thus their modus operandi is of 
central importance. 

One key issue is whether there are 
elements in the economic and financial 
environment in which American firms 
operate that constrain their ability to 
compete. In particular, as discussed in 
the previous section, US capital markets 
can divert the attention of US managers 
from long-nin considerations of maxi- 
mizing market shares to a short-run 
focus on quarterly profits. The macro- 
economic instability of the United 
States, with inflation rates both higher 
and more volatile than in Japan and 
Germany, seems to have a similar 
impact. The governance issue also 
relates importantly to the structure of 
corporate management: the role of 
Iwards of directors, the relationship 
between them and management, the 
role of employees in management, the 
incentive systems on which compensa- 
tion is teed and the like. One national 
objective should be to create an envi- 
ronment of economic and policy sta- 
bility within which managers can do 
what many of them already want to 
do— monaire the corporation for long- 
term growth. 



Figure 22 

Health Care Expenditures 
as a Percent of GDP 
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Health Care Costs 

Our fifth issue is health care costs. 
We single out this sector for par- 
ticular attention because of its enor- 
mous and growing impact on the 
economy and Federal budget, and the 
marked disparity between this impact in 
the United States and in other countries 
(Figure 22), Expenditures for health 
care have risen from 7-8 percent of US 
GDP in 1970 to 12-1? percent today 
and are projected to rise to 1 5-1" per- 
cent, on current policies and practices, 
by 2000. This would be roughly double 
the level in all other industrial countries. 
Moreover, there is widespread aware- 
ness that these additional costs arc not 



24 Bui.niNCiA UiMirnnvi- A.uv.mt \ 



30 



o 

ERIC 




tflure 23 



89 





Life Expectancy at 
Birth (years) 
Male Female 


Infant Mortality 
{perl, 01)0 

live births) 


Health Spending 
as Percent 
„ of GDP 


Doctors 
per 10,000' 
Population 


Japan 


75.9 

IF 


81.8 

■-.■tit-, r rs-f 

78-4* 


4.6 


0.7 


16 
30 


United States 


715 


78.5 


9.7 


11.8 


23 


UNlteTiOfloiip 

1.4 iA'd^l 










"7 "14 


France 


72.4 


80.6 


7.5 


8.7 


30 


Holland 73.7 


?£r 

80.0 


6.8 


6.3 


24 



SOURCE Oigamaiion tor Economic Cooperation ana Developer: '(lata (or I96^and 1986 



buying better health for the population 
as a whole. Indeed, while some parts of 
the population are receiving the best 
health care in the world, other Amer- 
icans are receiving care that is inferior to 
that in many other nations (Figure 2 3). 

The question for our purposes is 
whether such costs, which divert a large 
share of national resources that could he 
used productively elsewhere, are signifi- 
cantly undermining American competi- 
tiveness. They can do so in at least wo 
ways: 

( 1) by raising the total costs to corpo- 
rations that pay tor health care for their 
workers and retirees (and thus the prices 
of those companies' products), especially 
for manufacturing industries where these 
costs fall particularly heavily, and 

(2) by consuming resources that 
might be otherwise deployed for 
strengthening the infrastructure, sup- 



porting technology development, or 
improving education. 

The national objective should be the 
achievement of world-class health care 
for all Americans at a cost to the econo- 
my that is comparable to the other major 
industrial countries^ 



Trade Policy 

Our final priority issue is trade 
policy. Trade is different from the 
previous five issues because it relates 
indirectly rather than directly to pro- 
duction- and the cost structure of the 
economy. It can nevertheless be 
extremely important. 

For example, an overvalued exchange 
rate for the dollar— as occured in 1981- 
85, creating the massive trade deficits 
that followed — can price American 



We should aim by 
1 995 to eliminate the 
deficit in our global 
trade in goods and 
services and hence halt 
the need to bonvw 
abroad with consequent 
farther buildup in 
the nation's 
foreign debt. 
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rand domestic 
te cpucial to enable them 
to achievtb fuflTeconomies of scale. An 
overvalued dollar can also discourage 
.American firms from making a maxi- 
mum effort to improve their perfor- 
mance by competing aggressively against 
the world's best. Foreign barriers that 
block the access of American products to 
markets abroad, and subsidies and other 
practices that enable producers abroad 
to compete unfairly against producers 
here, likewise jeopardize those two 
important competitive benefits. Some of 
the export disincentives and barriers 
maintained by the US Government itself 
can have similar effects. 

Trade is of course a central focus of 
the entire competitiveness debate. 
Some observers in fact view the trade 
balance as the best single proxy for 



America s competitive position, or even 
as essentially defining the problem. The 
Council rejects that view- because it 
believes that the ultimate test of a 
nation's competitiveness is the standard 
of living of its own population, to which 
external trade is a very important but 
only one contributing factor. Moreover, 
macroeconomic problems such as large 
budget deficits can lead to trade deficits 
whatever the underlying state of the 
country's competitiveness. 

In today s global economy, however, 
the trade balance provides an extremely 
valuable barometer of hovv a country is 
doing competitively—and whether it is 
earning its current standard of living. 
On these counts, and despite the recov- 
ery in our exports over the past five 
years, the .American record of the past 
decade is dismal In addition, trade 



improvement enhances the role of the 
manufacturing sector because swings in 
the overall trade balance are dominated 
by swings in manufactures trade. We 
should aim by 1995 to eliminate the 
deficit in our global trade in goods and 
services (the current account) and hence 
halt the need to borrow abroad with 
consequent further buildup in the 
nation's foreign debt. 

This aggregate goal is not intended 
to imply indifference to what we export. 
The Council believes it is important that 
the United States enhance its position as 
an exporter of products based on high 
levels of skill and high value added, i.e., 
manufactures that can support high 
wages. An alternative approach, which 
might rely upon a declining exchange 
rate to stimulate exports, is not what we 
envision. 
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Framework for Action 



A s the Council submits this report in early 1992, 
ZJk concerns over fundamental aspects of the nation's 
JU A- competitiveness fuse with the need for the earliest 
possible recovery from recession. The positive aspect of this 
fusion is that the difficulties of the present reinforce awareness 
of our more basic problems. The risk is that efforts to boost 
growth in the short term could ignore and even exacerbate the 
basic difficulties. 

The Council believes that the right strategy at present is to 
devise a program to address the underlying weaknesses in the 
economy in ways that could also promote short-term recover}-. 
For example, an acceleration of government spending on 
needed infrastructure projects would have desirable effects 
both immediately and over time. 

But the emphasis must be on righting the basics. Problems 
with the country's underlying competitiveness have limited 
our short-term options and will continue to constrain them 
until fundamental reforms have taken hold. Conversely, the 
most likely return to prosperity lies in addressing these struc- 
tural problems and thus restoring confidence in the long-run 
prospects for America. The Council believes that the time has 
come to seek far-reaching reforms that would effectively 
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tifr, and briefly elaborate, reforms in 
several areas that might generate such 
improvements over time. The Council 
is not yet ready to make firm recom- 
mendations for such a program but 
believes that actions of the type 
described, and the problems they seek 
to correct, should be focal points of 
national inquiry and debate during the 
coming year. Public officials and candi- 
dates for all offices should address them. 
The public, which often exhibits a keen 
awareness of the problem, should insist 
that they do so. This is the only process 
through which fundamental change 
can emerge. 



ideas, and others that pursue the same 
goals, should be seriously considered. 
The Council itself will be developing 
and testing such ideas preparatory to 
issuing firm recommendations in its 
next report. We urge other interested 
groups and individuals to do so as well. 

In each area, national goals — such as 
those suggested in our prior discussion 
of the problems — should be set, against 
which subsequent performance an be 
gauged. We want a results-oriented 
strategy against whose criteria govern- 
ment, business, unions, educational and 
other institutions can be held account- 
able. In light of the sweeping scale, nov- 
elty and even experimental nature of 
some of these ideas, constant evaluation 
of their progress would be needed 
and should be built into the reforms 
themselves. 



tion for the increases in pension and 
medical payments to our older citizens 
that will become inevitable as the popu- 
lation ages early in the next century. An 
overall budget surplus would in essence 
permit the surpluses in the Social 
Security and other trust funds to 
become genuine national saving rather 
than financing the rest of the govern- 
ment budget. It would provide a cush- 
ion against future economic difficulties. 

Converting the deficit into a surplus 
will require an intensive review of all 
major spending programs. If adequate 
spending cuts cannot be found, it may 
be necessary at some future point to 
increase revenues. The sum of these 
improvements will have to exceed the 
present deficit because additional 
spending will be needed on some pro- 
grams T such as public infrastructure, to 
promote US competitiveness. 

In order to farther enhance saving, it 
might be necessary to change the struc- 
ture of US tax policy in ways that would 
eliminate, or even reverse, the perverse 
incentives in the present code. The 
most extreme option would be to substi- 
tute consumption-based taxes for all or 
some of our present income-based taxes. 
The effect would be to exempt all saving 
from taxation. The result should be a 
substantia] rise in saving that would pro- 
duce a sharp fell in the cost of capital. A 
less sweeping way to stimulate private 
saving would be to exempt all interest 
and dividend earnings from taxation, as 



Toward A National 
Competitiveness Strategy 

In each of the six areas to which we 
have addressed priority attention, the 
Council believes that efforts should be 
made to devise new policies that will 
make a fundamental change in Amer- 
ica^ competitive position. In this sec- 
tion, we offer illustrations of the kinds 
of reforms that we have in mind. The 
Council is not endorsing any of these 
steps at this time, having had inadequate 
time to explore their likely effectiveness 
and their full ramifications for the coun- 
try. We believe, however, that these 



Saving and Investment 

The most obvious initiative to enhance 
saving and investment would be conver- 
sion of the budget deficit of the Federal 
government into balance or preferably 
surplus. The deficit drains more than 
half our private saving and drives up 
interest rates. It pushes us deeper into 
debt both at home and abroad. It raises 
serious doubts as to whether the coun- 
try will ever put its house in order. 

A surplus, by contrast, would make a 
net contribution to national saving. It 
would also provide a prudent founda- 
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n did until 19^&pi its mantyu 
p^feb^ each citren to hold 
mufti pletax-free savings accounts and 
invest in tax-free bonds. 

Saving could also be encouraged 
indirectly through tax changes that 
would discourage consumption. Alter- 
natives could include a value-added tax 
(VAT), as utilized in \irtually even- 
other major country; a national sales tax; 
limitation of the tax preference for 
interest paid on home mortgages that 
now applies up to $1 million; or other 
sector-specific approaches. These could 
replace some portion of today's income- 
based taxes or be adopted, instead of 
other types of taxes, to raise additional 
revenues as part of the essential effort to 
curb the budget deficit. 

All of these pro-saving tax proposals 
have some undesirable features. The 
impact on income distribution of most 
of them is likely to be regressive. 
Despite the crucial importance of rais- 
ing saving for the long run. it would be 
a mistake to dampen consumption too 
quickJy in light of the present state of 
the economy. 

These risks are genuine but can be 
countered by careful design of the taxes 
and by offsetting measures elsewhere. 
For example, necessities such as food 
and medicine can be exempted from a 
VAT or sales tax. Direct rebates can 
mitigate effects on the poor. If the new 
taxes were only a partial element in the 
overall regime, as is likely, the progres- 



sion' of the income tax could be 
increased to maintain fairness in the 
overall tax system. Some members of 
the Council nevertheless believe that 
consumption-based tax measures would 
be inappropriate and would prefer to 
continue relying on the progressive 
income tax. 



Education 

Sweeping reform of education, which 
the Council also believes should be seri- 
ously considered but on which we are 
not making specific recommendations 
in this report, would rest on building 
new incentives into the system at all 
levels. Colleges and universities would 
grant admission into degree programs 
only to those students who have demon- 
strated that they are prepared for real 
college-level work. The Federal govern- 
ment would provide incentives for col- 
leges to raise their standards, and for 
students to meet those standards, by 
conditioning its institutional and stu- 
dent aid on this basis— and by making 
sure that all qualified students, however 
needy, obtain a college education. 

Teachers and other K-12 personnel 
would be rewarded, as a group at each 
school, for improved performance by 
their students in meeting higher stan- 
dards. Students and parents could be 
given a choice of schools to attend. 
Teacher pay would be rwade sensitive to 
shortages in individual disciplines to 



Problems with the 
country's underlying 
competitiveness have 
limited our shmt-term 
options and will 
continue to constrain 
them until fundamental 
reforms have 
taken hold. . . 
The most likely return 
to early prosperity lies 
in addressing the 
fundamental problems 
and thus restoring 
confidence in the 
long-inn pivspects 
forAmetica. 



6X1 



ERIC 






plate the suppjvOTSachers in those 
areaiyTl^lj^^t on productivity of 
our system of educational governance 
and administration should be examined. 

Similarly, students who do not attend 
college should be qualified to obtain 
good jobs as they leave high school. 
Employers would begin to scrutinize 
high school transcripts and teacher rec- 
ommendations, and take them seriously 
into account in their hiring decisions. 
Companies might earmark some jobs 
for graduates designated by certain high 
schools, based in turn on those students' 
records. Structured work-study pro- 
grams, drawing on German and other 
European experiences, could substan- 
tially improve both the job prospects for 
high school students and the quality of 
the Morkforce that emerges. 



Training 

Fundamental reform can also be envis- 
aged for aiding workers w r ho must shift 
jobs due to dynamic changes in the 
economy. We now rely essentially on 
market forces and the efforts of some 
individual companies— and the latter 
should be improved and expanded to 
cover all classes of employees. But our 
Federal government has never mounted 
effective or widely accessible training 
programs. Most other industrial coun- 
tries do it— and most of them spend 
more than twice us much as the United 
States on the effort (Figure 24). The 



focus of a new training program would 
be on comprehensive worker adjustment 
assistance that comprised retraining, job 
search assistance and temporary income 
support tailored to the needs of the indi- 
vidual. Achievement of a hilly competi- 
tive educational system would of course 
help to alleviate this problem as well 

Technology 

On technology, the United States could 
establish a new mechanism for govern- 
ment and industry to work together to 
promote the development of generic 
pre-competitive technologies that are 
not being financed by the private sector. 
The Federal government has done a 
good job in supporting defense-related 
technologies, through its own national 
laboratories and the Defense Advanced 
Research Projects Agency (DARPA), 



but has been much less effective on the 
civilian side. There are huge differences 
between the two, and it is clear that 
expertise in generating and utilizing 
defense technologies cannot be easily 
transferred to commercial products. 

Nevertheless, the end of the Cold 
War frees an enormous amount of high- 
quality resources in the United States: 
scientists, technicians, skilled workers and 
managers as well as capital in both the 
private and public sectors. An historic 
opportunity exists to redeploy at least 
some of those resources into channels that 
will support the restoration of American 
competitiveness. Much of this conversion 
must be accomplished in the private 
sector and some individual firms have 
already succeeded in launching the shift. 

The Federal government, however, 
may need to stimulate and encourage 
the process. In addition to creating a 



Figure 24 

Training Programs in Selected Industrialized Countries 
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- mechanism ^%pernment-indus- 
^h^gf^oo^eration, at least 
large parts of the national laboratories— 
among our finest national institutions — 
should be redirected toward commercial 
ventures. More effective commercializa- 
tion of new technologies could be pro- 
moted through the creation of new 
programs and institutions aimed at 
technology diffusion and application, 
such as a manufacturing extension pro- 
gram on the model of our agricultural 
extension service. 

Corporate Governance and 
Financial Markets 

On Corporate Governance and 
Financial Markets, the issue is whether 
our present system promotes or 
impedes growth in competitiveness. 
This question can be answered by care- 
ful evaluation of a number of proposi- 
tions including the following: 

■ the degree to which long-term per- 
formance is the shared goal of both 
corporate managers and shareholder- 
owners; 

■ the degree of management s account- 
ability to owners; 

■ the effectiveness of owner monitoring 
to achieve this goal; 

■ the impact of the "short term" signals 
sent by the trading practices of insti- 
tutional investors and managements 
reaction to them: 



the desirability of dampening current 
rapid stock turnover patterns; 
the degree to which managements 
goals of creating shareholder value, 
creating corporate wealth and 
advancing the interests of stakehold- 
ers (including workers, suppliers and 
communities) conflict or harmonize 
with each other, and the preference 
for one over the other; and 
I the effect of legislation in establishing 
a duty to these several constituencies. 



Health Care Costs 

Comprehensive reform of health care, 
in addition to pursuing universal cover- 
age, would involve a recognition that 
incentives for efficient utilization of 
medical care arc lacking at all levels of 
the system. To deal with exploding 
costs, the Federal government could 
make use of a variety of containment 
strategies (including expenditure caps) 
both to reduce unnecessary use of medi- 
cal services and to improve efficiency of 
the health care payment system. 

Several alternative possibilities are 
currently being discussed: 

■ a single payer at the national or state 
levels could be established (with new 
limits on malpractice liability); 

■ to deal with the problems of the 
uninsured, about 80 percent of whom 
are in working families. Congress 
could mandate eraplcniiicnt-txrcetl 



In each area, national 
goals should he set 
against which 
subsequent pet rfvrmance 
can be gauged. 
We want a results- 
oriented strategy 
against whose criteria 
government^ business, 
unions, educational 
and other institutions 
can be held accountable. 
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average throug^ipy-or-play tax as 



brThe US Bipartisan 
Commission on Comprehensive 
Health Care (Pepper Commission); 

■ individuals could receive assistance in 
buying insurance w ith vouchers, tax 
credits or expanded regulations; 

■ a new universal access system could 
be created similar to those in other 
industrial countries. 

Trade 

On trade, the Council also believes that 
an extensive set of reforms should be 
considered: 

■ an agreement among the Group of 
Seven industrial nations (G-7) to 
maintain the exchange rate of the 
dollar (and other currencies) at a 
competitive level, building on the 
"reference ranges" that were agreed 
in 1987. Avoiding dollar overvalua- 
tion is of central importance in 
maintaining American trade 
competitiveness; 

■ more broadly, agreements with the 
other economic superpowers (the 
European Community and Japan) to 
coordinate macroeconomic and mon- 
etary policies to sustain world growth 
and thus a hospitable environment 
for continuing trade expansion; 

■ effective results that will promote US 
trade ?mployment and other inter- 
ests through the several international 
negotiations in which the United 



States is presently engaged: most 
iinportandy, the Uruguay Round in 
the GATT, but also the North 
American Free Trade Agreement and 
subsequently the Enterprise for the 
Americas Initiative; 
substantial expansion of the Export- 
Import Bank to match both the mag- 
nitude and effectiveness of other 
countries' official export programs, as 
needed to induce others to agree to 
limit (or preferably eliminate) inter- 
governmental competition in this 
area; 

I elimination or sharp reduction of 
many of the export disincentives 
(excessive or unnecessary national 
security controls, foreign policy con- 
trols, sanctions, short supply controls, 
etc.) that now curtail billions of dol- 
lars worth of foreign sales by US 
firms annually; 

I evaluation of the effectiveness of US 
trade laws; 

I effective assessment of the practices 
pursued by our trading partners, 
specifically with regard to how such 
practices affect US exports; 

I a reduction in staff turnover in the 
relevant government agencies to 
improve America's ability to negotiate 
beneficial trade agreements; and 

I comprehensive assessment of how 
multinational corporations, particu- 
larly those headquartered domesti- 
cally. atYect our competitiveness. 



Specific Proposals 

As noted, the Council is not yet pre- 
pared to recommend reforms such 
as those oudined above pending: further 
analysis and discussion. Before turning 
to the procedures by which it intends to 
pursue these and other possibilities, 
however, there are two specific recom- 
mendations that the Council does make 
at this time. 

First, the Council agrees that the 
time has come for the United States 
to establish a serious "competitive- 
ness strategy" through both sector- 
specific and generic policies. We note 
that the United States has in fact carried 
out strategies toward certain sectors of 
the economy and key industries from 
the birth of the republic under different 
rubrics— including agricultural policy, 
defense policy and aerospace policy — 
with the effect of supporting particular 
sectors deemed essential to the national 
interest There have been failures but 
the results have sometimes been spec- 
tacularly successful: the world s most 
competitive farms and commercial air- 
craft, a robust computer industry and 
many more. There need be no embar- 
rassment over conscious endorsement of 
such a policy, particular!)' as it is pur- 
sued by virtually all other countries 
around the world. 

Moreover, under Administrations 
of both parties and all ideological 
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States has fre- 
cfeem^}\^ import quotas, tax 
mcenaVfes?|overnment loans and pro- 
curement, and numerous other devices 
to support or protect individual sectors 
(or even individual firms, as with 
Chrysler and Lockheed). These 
approaches, however, have been largely 
episodic and ad hoc. We need to replace 
this latter approach by the establish- 
ment of policies like those mentioned 
above and with a coherent, consistent 
and effective "competitiveness strategy." 

Our present governmental structure 
was not designed to help this country 
compete in a global economy. Its only 
two high-level economic officials, the 
Secretary of the Treasury and the 
Chairman of the Federal Reserve Board, 
are primarily responsible for financial 
matters. The government needs to des- 
ignate an agency, perhaps a substantially 
strengthened Department of Commerce 
or the International Trade Commission 
with its functions greatly expanded, that 
would raise the nation s awareness of the 
competitiveness problem and initiate 
and maintain several activities; 

■ assessing the likely course of key 
American industries* including at 
least some of those on the very simi- 
lar lists of •'critical technologies" 
drawn up recently by several Federal 
agencies and other groups in this 
country and abroad, over the coming 
decade or so; 

■ comparing these baseline projections 



A Comprehensive Competitiveness Strategy lor the United States 

in November 1991, the U.S. House of Representatives — in a bipartisan "sense 
of the House" resolution — went on record in favor of a comprehensive, coordinat- 
ed competitiveness strategy for the United States: 

Resolved, That it is the sense of the House of Representatives that— 

(1) there is a need for the development of a comprehensive, coordinated strat- 
egy to encourage investment in human and material resources, to harness our 
inventive genius to the marketplace, to secure the education and training of a com- 
petitive citizerry and workforce, and to stimulate cooperative efforts between the 
private and public sectors at all levels of business, education, and government: and 

(2) such a comprehensive, coordinated strategy will help the United States 
achieve its goaf of being the strongest nation on earth economically and militarily, 
so that it remain the greatest nation in support of human dignity, freedom and 
democratic ideals. 

As indicated in this First Annual Report, the Competitivenr^s Policy Council 
hopes to contribute to the development of such a strategy in the months and years 
ahead. 



with "visions" of industry paths that 
would be compatible with a prosper- 
ous and competitive American econ- 
omy; 

■ monitoring the activities of foreign 
governments and firms in those same 
sectors to provide "early warning" of 
competitive problems that might be 
on the horizon. The intelligence 
community might he able to con- 
tribute significantly to this pan of the 
effort; 

■ acting as an ombudsman within the 
Federal gov ernment for specific com- 
petitiveness issues that are affected by 
Federal laws and regulations. 

With such an analytical mandate and 
capability, the United Suites Govern- 



ment would — for the first time — be in a 
position to respond intelligently to pro- 
posals for assistance from specific indus- 
tries. It would be able to fashion and 
pursue a coherent and disciplined com- 
petitiveness strategy. Such efforts would 
of course have to be coordinated closely 
with macroeconomic and other related 
policies so the Council of Economic 
Advisers, the Treasury Department and 
the USTR would need to be closely 
involved. But these efforts would add an 
entirely new dimension to the govern- 
ment's capability to provide a competi- 
tive environment for the economy and, 
at a minimum, to respond adequately to 
sectoral problems as they inevitably 
arise. 
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Numerous government and private reports have recently listed and analyzed 
technologies considered critical to the United States. The Department of Defense's 
Critical Technologies Plan is issued annually and focuses on 20 process and prod- 
uct technologies deemed to be "the most essential to develop in order to ensure the 
long-term qualitative superiority of US weapon systems," The National Critical 
Technologies Panel created by the Office of Science and Technology Policy (OSTP) 
is also required to submit biennial reports to the President; its March 1991 report 
focused on dual-use and product technologies essential to the "long-term national 
security and economic prosperity of the United States." Similar lists have been 
developed by the Department of Commerce, the Aerospace Industries Association 
and the private sector Council on Competitiveness. 

The March 1991 report of Office of Science and Technology Policy includes one 
of the most exhaustive lists of critical technologies: 

■ aeronautics 

■ applied molecular biology 

■ ceramics 

■ composites 

■ computer simulation and modeling 

■ data storage and peripherals 

■ electronics and photonics 

■ energy 

■ flexible computer integrated manufacturing 

■ high-definition imaging and displays 

■ high performance computing and networking 

■ high performance metals and alloys 

■ intelligent processing equipment 

■ material synthesis and processing 

■ medical technology 

■ micro- and non-fabrication 

■ microelectronics and optoelectronics 

■ photonic materials 

■ pollution minimization, remediation, and waste management 

■ sensors and signal processing 

■ software 

■ surface transportation technologies 

■ systems management technologies 



Second, it is clear that our political 
institutions should take account of the 
implications for the country *s competi- 
tiveness of all new programs that they 
adopt The Congress already reached 
such a judgment in 1988 when, in the 
Omnibus Trade and Competitiveness 
Act, it mandated the preparation of 
Competitiveness Impact Statements for 
precisely that purpose. The law has 
seemingly been ignored, however, and 
such Statements have played no role in 
the national debate on critical issues 
including the budget, tax policy, educa- 
tion and health care reform. 

We therefore believe that the 
Administration should prominently 
include a Competitiveness Impact 
Statement with each recommenda- 
tion or report on legislation that it 
submits to die Congress. The 
Congress should insist that such 
Statements be submitted, review 
them carefully, and take them fully 
into account in making its decisions 
on all relevant legislation. 



Next Steps 

In addition to offering these recom- 
mendations, the Council is launching 
an ambitious workplan for the coming 
year. First, based on this initial report 
and our continuing work, the Council 
will from time to time be making rec- 
ommendations on specific issues thai 
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The Omnibus Trade and Competitiveness Act of 1988 (Section 5421) calls on the 
President and agency heads to include a statement of the impact of relevant legisla- 
tive proposal? "on the international trade and public interest of the United States'* 
and the ability of US firms to compete in foreign and domestic markets— in every 
legislative recommendation or report made to Congress. The requirement was man- 
dated for a trial six-year period, of which over half has already elapsed. It is essential 
to begin implementing the law now. 



may arise in legislative or rulemaking 
proceedings. We regard the Council as a 
u competitiveness ombudsman" that will 
attempt to draw attention to competi- 
tiveness concerns in the debate over 
generic policies, and on issues concern- 
ing specific sectors and firms, and invite 
interested parties to alert us to topics that 
need to be addressed in that context. 

Second, as authorized in the Omni- 
bus Trade and Competitiveness Act of 
1988, the Council is establishing a set of 
Subcouncils to assist us in crafting solu- 
tions to a number of the major competi- 
tiveness problems facing America. The 
Subcouncils w ill seek to develop goals 
for America in each area and offer spe- 
cific recommendations to deal with the 
problems they are addressing. We are 
directing each Subcouncil to submit its 
initial set of recommendations to the 
full Council by November 1 5. 1092. 
The Council will review these recom- 
mendations and report on them in its 
next Annual Report to the President 
and Congress. 



Like the Council itself, our Sub- 
councils comprise a novel structure 
designed by the Congress to elicit con- 
structive solutions from a quadripartite 
group of representatives of business, 
labor, government and the public inter- 
est. The Subcouncils will emphasize 
cooperation between business and labor, 
between the public and private sectors, 
and between the Federal and state gov- 
ernments. They will include proponents 
of all responsible points of view to 
ensure that their analyses and recom- 
mendations will be balanced and com- 
prehensive. They will be ongoing 
consultative forums that draw upon the 
best practices from American industry 
and labor, foreign countries and com- 
panies, innovative state programs, 
university and other research centers, 
and all other available sources. 

We are hereby establishing eight 
Subcouncils: 

■ Capital Formation 

■ Education 

■ Training 
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avl^hance and 
Financial Markets 
1 Trade Policy 
B Manufacturing 
■ Grid cal Technologies 

The Subcouncil on Capital 
Formation will focus on strategies to 
substantially increase the US saving and 
investment rates. In addition to consid- 
ering the Federal budget deficit, the 
Subcouncil will examine the potential 
contribution of fundamental tax reform 
(as described above) and the usefulness 
of individual tax incentives. 

The Subcouncil on Education will 
develop ways to bring performance at 
the pre-kindergarten and K-12 levels to 
internationally competitive levels. It will 
consider Federal actions as well as steps 
that states, local school boards, employ- 
ers, and labor unions can take. This 
Subcouncil will draw on the work of 
previous and ongoing commissions 
including the National Council on 
Education Standards and Testing, It will 
be chaired by Albert Shanker, President 
of the American Federation of Teachers 
and a memher of our Council. 

The Subcouncil on Training will 
have three goals: to develop a plan for 
more effective worker adjustment pro- 
grams, to consider wavs to encourage 



and upgrade training for all employees, 
and to make recommendations for 
needed improvements in education and 
preparation for work for high schoolers 
who do not go on to college. The 
Subcouncil will draw on the work of the 
Commission on the Skills of the 
American Workforce, the Secretary of 
Labor's Commission on Achieving 
Necessary Skills, and the National 
Advisory Commission on Work-Based 
Learning. The Subcouncil will be 
chaired by Lynn Williams, President of 
the United Steelworkers and a member 
of our Council, 

The Subcouncil on Infrastructure 

will look at America's transportation, 
communications, information, and utili- 
ty' networks to consider what invest- 
ments need to be instituted now to 
support American competitiveness over 
the longer run. The Subcouncil will 
draw on the work of the National 
Council on Public Works Improvement. 

The Subcouncil on Corporate 
Governance and Financial Markets 
will seek to identify the specific corpo- 
rate governance and shareholder trading 
patterns that impact the nation's com- 
petitiveness and growth, and make 
appropriate recommendations. It will be 
chaired by Edward Regan, Comptroller 
of the State of New York and a memher 
ot our ( Council, 



The Subcouncil on Trade Policy 
will develop specific recommendations 
for how the United States can better 
promote exports, particularly of manu- 
factured products, as an engine of 
growth. It will look at export disincen- 
tives at home as well as policies needed 
to open markets abroad, and the struc- 
ture as well as level of US trade. The 
Subcouncil will work closely with the 
Presidents Export Council. It will be 
chaired by John Murphy, CEC) of 
Dresser Industries and a member of our 
Council. 

The Subcouncil on Manufacturing 

will consider how companies in a select 
group of industries can do better in 
stimulating innovation, speeding prod- 
uct development, boosting quality, and 
improving effective utilization of the 
workforce and labor-management rela- 
tions. It will attempt to discern whether 
valid generalizations can be drawn for 
manufacturing as a whole. It will sug- 
gest what the Federal and state gov- 
ernments can do to improve the 
environment in which the firms and 
their workers operate. It will examine 
the opportunities and challenges of 
defense conversion. It will consider how 
workers can participate more effectively 
in improving the production process. 
The Subcouncil will huild on the work 
of the MIT Commission on Industrial 
Productivity and the new industry 
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eral universities 
an Foundation. 

The Subcouncii on Critical 
Technologies will review the recently 
increased US Government efforts for 
developing leading edge technologies 
and evaluate them in relation to the 
efforts by competitors such as Japan, 
several European countries and the EC 
as a group, and Korea. The Subcouncii 
will propose policy, funding, and regula- 
tory changes that may be beneficial to 
improving our technological base. It too 
may wish to look at critical individual 
industries. It will work closely with 
the private sector Council on Competi- 
tiveness which has developed many 
recommendations on these issues. 

Although the Council believes that 
health care costs are a significant factor 
affecting US competitiveness, we are 
not setting up a Subcouncii on that issue 
at this time. Since several detailed plans 
are now being considered, the Council 
believes that it can be most use fill not 
by devising a plan of its own but rather 
by analyzing the competitiveness impact 
of various plans as they emerge and 
make their way through the legislative 
process. The Council will thus keep the 
issue under review and return to it later. 



Building A 

Competitive America 

The Competitiveness Policy 
Council believes that improving 
the nations competitiveness is one of 
the primary challenges facing the 
United States as it prepares to enter the 
twenty-first century. The degree to 
which we meet that challenge will go far 
to determine the prosperity of our peo- 
ple in the coming decades. It will help 
determine the world role, in security 
and political as well as economic terms, 
that the United States will be able to 
play in the post-Cold War world. 

The Council believes that the histor- 
ical record, recent signs of progress and 
unparalleled resources of the United 
States will enable it to meet the chal- 
lenge effectively. It will not be easy to 
restore the competitive successes that 
characterized America in an earlier era, 
however. Many other countries are 
moving ahead rapidly and their momen- 
- turn will be hard to catch. Ironically, the 
enormous assets of the United States 
still mask the slide which this Council 
feels has now become quite clear. 

Leadership from all our public offi- 
cials will be essential to launch the pro- 



cess of reform. Only strong leadership 
can galvanize the public support for 
reform that appears to exist and is cru- 
cial to the success of the effort Only 
such leadership can bring together the 
necessary components of a comprehen- 
sive program. We believe that the 
American public is ready to respond to 
such leadership and is in fact starting to 
demand it. 

The America that could result from 
such an effort would be far stronger 
than it is today. It would take a much 
longer run view than it does now. Its 
laws and regulations would enhance 
American competitiveness. The country 
would be fully cognizant of its deep 
integration into the world economy and 
recognize the central importance of 
superior performance as measured 
against global standards. 

Such an America would fulfill our 
definition of competitiveness— meeting 
the test of international markets while its 
citizens earn (rather than borrow) a ris- 
ing standard of living that can be sus- 
tained over the long run. We commend 
this vision to the President and Congress 
as we present them with this First 
Annual Report, and look forward to con- 
tributing further to its realization with 
our work in the months and vears ahead. 
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iveness Policy Council's Mandate 



The Competitiveness Policy Coun- 
cil was created by the Omnibus 
Trade and Competitiveness Act of 1988. 
It is charged with making recommenda- 
tions to the Prer idem and Congress on 
how to improve the nation's competi- 
tiveness. The Council s objectives, as 
stated in Public Law 1 00-418 (Section 
5204), are to: 

(1) develop recommendations for 
national strategies and on specific poli- 
cies intended to enhance the productivi- 
ty and international competitiveness of 
United States industries; 

(2) provide comments, when appro- 
priate, and through any existing com- 
ment procedure, on — 

(A) private sector requests for gov- 
ernmental assistance or relief, specifi- 
cally as to whether the applicant is 
likely, by receiving the assistance or 
relief, to become internationally 
competitive; and 

(B) what actions should be taken 
by the applicant as a condition of 
such assistance or relief to ensure 
that the applicant is likely to become 
internationally competitive; 

(3) analyze information concerning 
current and future United States eco- 
nomic competitiveness useful to decision 



making in government and industry; 

(4) create a forum where national 
leaders with experience and background 
in business, labor, academia, public 
interest activities, and government shall 
identify and develop recommendations 
to address problems affecting the eco- 
nomic competitiveness of the United 
States; 

(5) evaluate Federal policies, regula- 
tions, and unclassified international 
agreements on trade, science, and tech- 
nology to which the United States is a 
party with respect to the impact on 
United States competitiveness; 

(6) provide policy recommendations 
to the Congress, the President, and the 
Federal departments and agencies 
regarding specific issues concerning 
competitiveness strategies; 

(7) monitor the changing nature of 
research, science^ and technology in the 
United States and the changing nature 
of the United States economy and its 
capacity— 

(A) to provide marketable, high 
quality goods and services in domes- 
tic and international markets; and 

(B) to respond to international 
competition; 



(8) identify— 

(A) Federal and private sector 
resources devoted to increased com- 
petitiveness; and 

(B) State and local government 
programs devised to enhance com- 
petitiveness, including joint ventures 
between universities and corpora- 
tions; 

(9) establish, when appropriate, sub- 
councils of public and private leaders to 
develop recommendations on long-term 
strategies for sectors of the economy 
and for specific competitiveness issues; 

(10) review policy recommendations 
developed by the subcouncils and trans- 
mit such recommendations to the 
Federal agencies responsible for the 
implementation of such recommenda- 
tions; 

(1 1) prepare, publish, and distribute 
reports containing the recommenda- 
tions of the Council; and 

(12) publish their analysis and rec- 
ommendations in the form of an annual 
report to the President and the 
Congress which also comments on the 
overall competitiveness of the American 
economy. 
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